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Abstract

Since mid-1953, the Soviet bléc has actively promoted its
external economic relations with the underdeveloped areas, and this
elffort has proceeded with increasing momentume The bloc has the
ability to expand this program to several times its current level, but
present magnitudes and indications of intent point more to a gradual
increase, These activities are securing the acceptance of a peaceful
image of the USSR, and upsetting at crucial points arrangements and
relationships of the West, It is most unlikely, however, that this
economic diplomacy can, or is intended to, gain for the USSR an
operative control over target countries, It must be viewed as one
element in the larger fabric of current Soviet policy, It is one of
the means by which the USSR is now seeking to attract Free World areas
into an orientation more favorable to itself and thus, while it avoids
risk of general war, to weaken the West through political, economic,
and psychological action,

An expansion of trade with the underdeveloped areas is appro=-
priate at the present stage of Soviet economic development, in which it
becomes increasingly profitable for the Soviet bloc to export manufactured
goods in exchange for industrial raw materials and foodstuffs.,

liore lmportantly; the bloc's economic overtures arec already obtaining
political credit and propaganda advantages, to judge from the enthusi=-
astic response of many countries, The image of the bloc as a peaceful
trader has undoubtedly reinforced existing neutralist tendencies,
particularly in Asia, Some of these bloc gains may be temporary.
Diminishing returns very probably will set in as time dims the novelty
of the bloc!s activities and brings the inevitable disappointments and
frictionss Nonetheless, in this field the bloc may well benefit from
the advantage it has in the predisposition of intellectual leaders in
many Asian countries against capitalism and other features of Western
culture,

Bloc economic diplomacy can, at the same time, exploit individual
situations where the plans and programs of the Western powers may be
upset or interfered with, The device has visibly exacerbated the Arab-
Israeli, Kashmir, and Pushtunistan problems. It may be expected that
the USSR will continue to seek opportunities thus to concentrate its
new diplomacy on vulnerable areas.

Bloc economic overtures, furthermore, offer an excellent means
for influencing government officials and intellectual leaders by direct
personal contact: It is unlikely, however, that the Soviets will go
beyond this kind of ideological penetration to exploit opprortunities
for infiltration, subversion or other covert activities, which would
obviously endanger the whole propaganda value of their progrmn,
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The extent to which the bloc can employ economic pressures and
inducements to obtain manipulative control over the foreign or domestic
policies of underdeveloped countries appears to be limitede Recent
history shows that, while economic considerations may contribute to .
securing influence for one country over another, additional factors
have almost always been essential to the process, In the sbsence of -
favoring considerations such as power relationship, domestic tension,
or international rivalries, economic forces hardly have decisive effect.
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I. INTRODUCTION

Since mid-1953 there has been a gradual increase in Soviet bloc
efforts to expand economic relations with non-Communist underdeveloped
regions. These efforts have acquired considerable momentum in the past
year. In contrast with its earlier -- largely propagandistic -- economic
offensives, the present Communist drive gives evidence of having considerable
substance. The bloc has been actively seeking to conclude trade arrangements
involving the exchange of Soviet and satellite machinery and equipment for
the foodstuff and raw material surpluses of the underdeveloped areas. Long-
term credits at favorable terms are being offered to non-bloec countries for
the first time and even small amounts of grant assistance. 3

This new and. unprecedented Soviet bloc policy, though still modest in
scope, must be examined to determine whether it is in fact a serious threat
to the .position of the West in the underdeveloped areas. Will the Soviet
| bloc's economic offensive prove to be a highly effective weapon in furthering
neutralist, anti-Western tendencies 1n the target countries and eventually
subverting their independence°

This study attempts to assess the ngture of the Soviet threat.
In particular it briefly describes the main elements. in the Soviet economic
diplomacy, analyses the relation of these moves to Soviet economic considera-
tions, offers certain observations as to the possible advantages the bloc
may expect from these actions, and finally attempts to relate the new policy
to the whole fabric of Soviet foreign policy.

II. CHARACTER AND SCOPE OF THE BLOC ECONOMIC OFFENSIVE

The character and scope of the Communist bloc's economic offensive
have been covered in detail in a number of other studies and therefore will
be summarized only briefly here:

() The principal targets of the new diplomacy have been the -
uncommitted countries of Asia and Africa, like Egypt, India, Burma and
; Afghanistan. ‘In addition, overtures have been made to military pact countries
| like Turkey, Pakistan, and Japan in an effort to detach them from the West
| by offers of economic aid and increased trade. Attempts have also been made
to expand trade with other Iatin Amerlcan countries, especially Argentina,
Uruguay, and Brazil. o

(b) Grant aid.is of negligible importance, being limited to smell
amounts of technical a551stance, 1nv1tatlons to students, and technical
study tours.

(¢) Llong-term loans are being offered at low interest rates to
finance dramatic development projects to which the underdeveloped countries
attach great political and economic importance.
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() Major emphasis has been placed on the negotiation of bilateral
trade and bulk purchase agreements. The attractiveness of the bloc's efforts
in this direction has been increased by its willingness from time to time
to take exportable surpluses like cotton.and rice from distressed sellers
and to prov1de capital goods 1n exchange.

(e) The European Soviet bloc has played the leadlng role; Communlst
China has cooperated, but aside from trade and other normal commerc1al dealings,
its ‘activities have been on a relatively small scale.

(£f) A parallel,program of.arms sales has supplemented the'economic
offensive in a number of countries.

o The magnltudes involved in. the bloc s ald efforts are stlll relatively
small. Credlts extended by the bloe from January 1954 to March 15, 1956
aggregate about $615 million, of which only a small fraction consists of
_contracts reported to have been concluded By contrast US non-military -
"assistance to underdeveloped countries in the postwar period (to December 31
1955) totals about $9 billion. 1In fiscal year 1956, US non-military aid
programs under MSP for all underdeveloped areas totalled about $1.5 billion,
of which about 45 percent was scheduled for the Republlc of Korea, Talwan, :
Vletnam, laos, and Cambodia. o :

Interest rates on Sov1et bloc loans of 2 to 3 percent are cons1derab1y
below the 4 or § percent charged by internatlonal lending agencies like.the
IBRD or on other government-to-govermment loans. In most cases payment of
interest and amortlzatlon can be. made elther in local currency or goods.

Three countries, Afghanistan, India, and Yugoslavia account for more
than, 85 ‘percent of the credits extended. Yugoslavia alone accounts for _
about $300 million of the total. The only country in.the Western hemisphere
to which credit has been extended is Argentina. The bulk of the credits were
offered by the USSR, the remainder by the European satellites.

Desplte the bloc s expanded trade and aid arrangements, few under-
déeveloped areas conduct more than 5 percent of their trade w1th .the bloc
(see Table 1). There have, however, been some s1gn1f1cant increases .in.
trade with the bloc over the past two years, notably in the case of Burma,
Egypt, Indonesia, Afghanistan, Turkey,and Yugoslavia. Further gains will
undoubtedly be registered as trade begins to move under recently signed
trade agreements. Furthermore, since this trade in some countries represents
a large share of the output of major foodstuffs and  raw materials, its
importance to the underdeveloped areas is greater than the overall percentages
suggest. The alternative uses for the resources employed to produce these
commodities are quite limited in the short.run. .
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ITI. FOREIGN TRADE_IN‘THE SCVIET ECONOMY

An expansion of economic relations with the underdeveloped areas is
appropriate at the present stage of Soviet economic development. The bloc
economy is becoming increasingly complementary to the economies of the »
underdeveloped areas; industrialization has progressed to the point where
it has substantial capabilities to export capital equipment and technical
services at competitive prices. Indeed, the European Scviet bloc's
industrial capacity is roughly two-thirds that of all of Western Europe.
Its production of most types of machine tools is reckoned to be as large
as that of the United States and is of generally comparable quality.

More importantly, there is mounting evidence that bloc production of
foodstuffs and industrial raw materials faces rising relative costs. Under
these circumstances exchange of industrial equipment for the raw material
exports of the underdeveloped areas, whether or not financed by Soviet bloc
credits, would offer real economic benefits to the bloe.

The current economic offensive can hardly jeopardize the bloc's i
domestic investment and armament goals. Not only is the scale of bloc
economic assistance relatively modest, but the bulk of the assistance
consists of loans which are repayable with interest. Thus the bloc's
economic offensive, if it follows the present pattern, will involve only
a small and temporary diversion of resources.

The Soviet view of foreign trade appears to be changing. -:Historically
the Soviet bloc has deliberately foregone much of the economic advantage
to be derived from foreign trade, not only for strategic reasons but also
partly from a disregard for the economic gains that accrue from an. inter-
national division of dabor. There is ncw some evidence that Soviet
economists are placing increasing stress on the advantages of at least an
intra-bloc division of labor. At the twentieth Party Congress, for example,
Deputy Premier Mikoyan made a statement, unique in recent Soviet pronounce-
ments, on the need for a "universal divisicn of labor,” based on the principle
that "it is not equally profitable to turn out all forms of production in
all countries." Where Soviet propaganda in the thirties spoke of liberating
the USSR from the need for imports, since roughly 1950 the emphasis has

been on expanding trade between members of the so-called Eastern world
market. :

Soviet planners probably believe that the economic structure of the
bloc is now sufficiently strong to run little strategic risk in attempting
to capitalize on tlie opportunities for expanded trade between the "Eastern
world market" and certain of the underdeveloped areas. The Soviet bloc has
considerable latitude within which to expand trade with the Free World twith-
out jeopardizing its security interests. Tmports from the Free World in 1955
of less than $2.0 billion are low in relation to production, representing
less than 1 percent of the European Soviet bloc's gross national product.
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Table 1. PERCENTAGE OF SINO-SOVIET BLOC TRADE TO TOTAL TRADE
OF SELECTED UNDERDEVELOPED COUNTRIES, 1954-1955

Period of -. ..

Country - - 1954 1955 1955 o
A. South Asia and the Far East- ’
Burma - . 7 5.3 12 months
Ceylon 11.9 6.1 11 months,
Hong Kong - - 18.9 17.3 12 months
India a - 1.3 1.1 9 months .
- Indonesia 1.6 5.2 10 months
. Malaya - 2.5 2.2 - 12 months e
Pakistan . 5.6 - 6.7 9 months ‘
Philippines .1 insig. 12 months :
B. Europe
Finland e 28.3 26.4 - - 12 months
Yugoslavia ' 1.8 9.9 12 months
Iceland 21.1 24.5 12 months
"C. .Near East and Africa’
Iran® - . : 12.6 12.9 Jan. 21-Oct. 23
Egypt = . - 9.7 4.1 10 months.
Sudan ' h,7 3.2 6 months
Israel . 4.3 1.9 9 months-
Syria, L. - 1.5 1.7 6 months |
Iebanon 1.9 2.0 6 months
Jordan 3.0 - n.a. : '
Iraq® 1.5 3.5 6 months
Turkey 12.0 20.0 12 - months
D. Latin America
Argentina 8.6 8.6 6 months
Brazil .- 1.3 - 3.0 10 months
5.0 3.k - 6 months

*  ‘Uruguay

a. Excludes petroleum exports from Indone51a and Iraq. For Iran N
petroleum shipments negligible in 195k; they are included in the )
first two months ‘of the 1955 data but excluded thereafter.- o

CONFIDENTIAL

Declassified and Approved For Release @ 50-Yr 201:4702720 : CIA-RDP79R01012A008400030036-9



Declassified and Approved For Release @ 50-Yr 2014/02/20 : CIA-RDP79R01012A008400030036-9

U

CONFIDENTTAL
p)

If imports were tripled they would still represent less than 3 percent of
the bloc's current production, or roughly the percentage of imports to
production in the United States. An economy with the resources, technical
and managerial skills, and industrial facilities of the bloc could with
proper safeguards such as stockpiling arrangements and the. like, readily
accommodate itself to the loss of such supplies in the event of war., Such
adjustment to loss of imports would be incomparably easier for the Soviet
bloc than it was for Germany in World War II.

A tripling of the current level of its imports could result in the
Soviet bloc engrossing a large share of the trade of the underdeveloped
areas. Total merchandise exports, excluding petroleum, of the independent
underdeveloped countries on the arc of Asia from South Korea around to
Turkey aggregated less than $5.5 billion in 1955. Moreover, these exports
are of a kind and variety for which the European Scviet bloc alone, with
its more than 300 million people and growing food and industrial raw
material needs, will experience rapidly rising requirements.

This is not to suggest that a quick increase in the level of Soviet
bloc trade with the underdeveloped areas is an immediate prospect. The
current bloc emphasis on expanding domestic pr.duction of foodstuffs and
industrial raw materials casts doubts on this possibility. The most likely
outlook is that the overall expansion of trade will be fairly gradual
and will be concentrated on countries where maximum political gains can
be achieved. The role of Communist China in the Sinoc-Soviet bloc's
economic cffensive, will be largely confined to the trade sphere; with
respect to aid and credits, Communist China's activities will probably
continue to be small in view of that country's limited economic capabilities
and preoccupation with its own internal economic development.

The fact that some of the raw materials which the underdeveloped
countries are -tryiag to dispose of are also surplus to the bloc need not
circumscribe the bloc's opportunities for gaining by trade with these areas.
The Soviet bloc has, for example, been making large scale purchases of
Egyptian cotton even though it is self-sufficient in raw cotton and exporting
Russian grown cotton to non-Communist markets. There are even reports
that some of this Egyptian cotton is being offered for resale at a discount
in Western Europe. Such switching operations could also assist the bloc
in balancing its trade accounts with other areas, but they cannot be conducted
on a grand scale without arousing the i11l-will of the producing countries.

IV. THE ROLE'OF ECONCMIC POLICY IN COMMUNIST STRATEGY

While considerations of ‘economic advantage could conceivably explain
the decision to expand the external economic contacts of the Soviet bloc,
there remains a profound belief that basically these activities are primarily

and directly designed to increase the power and further the expansion of
Soviet Communism.
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Both official and other accounts of economic warfare in and since
World War II have given rise to somewhat exaggerated impressions of what .
can be accomplished in international affairs by such measures. Because
some countries (e.g. the UK or Japan) are vulnerable to interruption of
raw materials supplied from overseas, foreigh trade is equated with economic
dependence. Because Hitler manipulated the clearing accounts of Balkan
countries and planted agents posing as salesmen or businessmen in the
Middle East, economic contacts are pictured as invariably offering an
aggressor unequalled opportunities for large scale bribvery, infiltration
and subversion. And in the postwar period great importance has been
attached by practically all non-Communist countries to high levels of
foreign trade and rapid rates of economic growth as somehow essentially
related to maintaining "political stability,” i.e. to preventing a Communist
takeover. 1In short the view that political relations and events are
determined by underlying economic relations and events has gained wide
currency. Economic factors are viewed as playing an independent role,
capable of uniquely altering or modifying political relationships, institu-
tional patterns, and popular attitudes in a predictable way.

Accordingly economic policy and econcmic warfare have come to play
very large roles in diplomacy and strategy, and it is necessary and reason-
able to ask what results have been and can be achieved thereby even when
allowance is made for many other uncontrolled variables in each situation.

In particular is this true when dealing with Communist strategy, which
combines in its service all the machinery of the Soviet state for controlling
and manipulating its external economic dealings, an unparalleled organization
of agents and propagandists in many foreign countries, and a purposeful
opportunism which frequently subordinates economic relations to political
and strategic ends. .

For the purpose of this paper, economic diplomacy is divided into
five categories of ways in which trade, credits, and economic and technical
assistance may be used to influence the direction of either internal or
external political affairs of another country: : T

a. to bring about fundamental changes in the economic and ultimately .
the political, social and institutional life of a community which
are thought to be desirable from the point of view of the country
giving the assistance. This is basically the Point Four -- Colombo

Plan approach of Western countries.

b. .to develop diplomatic and cultural contacts, to "win friends and
influence people,” and to perform other propaganda functions.
This is economic penetration on. the ideological level.

¢. ‘to create economic dependence through trade and make the other
‘country politically subservient, or at least susceptible to
outside economic pressures designed to change the policies .
‘and: alignments of the country; this usually involves exploitation
of ‘special interest groups such as traders, industrialists or
labor unions. ‘
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- .nd. wtordisrupt bolicies and arrangements of other powers, eig. by " .
giving arms.to one country (Egypt) to upset the local balance
o.f . of powerand encourage it to adopt a more 1ndependent course

v of action. . ‘

tae v to plant dgents and spiés, to finance Communist party activities,
Lo -to expand covert. influence’ in domestlc political and  official
P circles . This is penetration in the cloak and dagger sense.
Cek s A s e
=There are probably a number of other types of polltlcally motlvated
external econdomictactivities, such as giving economic. aid to assist an
" allied country’to build up its military establishment, making loans to.
© financé the development of raw material supplies, preclusive buying, etec.)’
but the above listing seems to be sufficiently inclusive for the purpose of
analyzing current Soviet economic diplomacy. It seems probable'that recent
Soviet actions fall into one or more of these five categories. For example,
India and Afghanistan have received offers of substantial credits which may
be intended to facilitate "cultural"' ccntacts and to acquire influence for
Soviet représentatives in official c¢ircles. Purchases of surplus rice and
cotton may be 'inténdeéd both for propaganda éffect and to build up depéfidence.
Technical assistance may.be used to establish a preference among government
officials for .Soviet as against Western institutional patterns. Several.
countries, Finland, Iceland, Afghanistan, Turkey and Egypt would fall into.
the third category, of coudtries that seem to have developed a degree.of . |
dependence on Soviet tirade thet might make them susceptible to pressure in-
the.absence .of .countertalancing Western action. A1l these purpcses seem to
be'present“in,greater or less degree. The important question is how -
effective are'the.measures adopted likely to be. Soviet trade in France
and Italy is frequently handled by Communist dominated firms and profits
of these firms are used to finance party activities.

A. Economic Development and Social Change
: h

One poss1b111ty 1s that the .Soviets glve economic a551stance to
underdeveloped countries for reasons. similar to our own. By and large
the economic aid programs of Western countries in underdeveloped regions
aim to assist in producing economic -- and thus social, institutional and .
political -~ changes in the communities receiving aid. The motivation is
pretty much that of (a) above with a little bit of (b) thrown in. We
believe that countries which'are helped to make some progress in achieving’
their own development goals -- industrialization, higher living standards,
etc. -- will be less likely to accept the radical solution to the économic
development problem offered by Communism. And in the process, such peoples
may come to think better of Western institutions of property, due process, -
civil liberties; etc. If thére were any .Communist counterpart to such a -
motivation, it would be ‘formulated not in Western terms of achieving poll-'
tical stability through economic growth but in Marxist -terms of promoting -
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political instability through economic change, e.d., of facilitating the
transition from feudalism to bourgeois democracy and thus paving the way
for the next and "higher" stage, the dictatorship of the proletariat by
developlng a- revolutlonary situation.

This possibility must be dismissed not only for lack of eyidence but
because the Russian and Chinese Revolutions have taken place, the former in
a largely, and the latter in an almost wholly, preindustrial, society. Im
any case it is extremely doubtful that the Soviet bloc countries plan on this
basis to expand the size of their aid programs to levels which would signi-
ficantly affect the ability of underdeveloped countries to attain even
modest rates of economic growth, It is more than likely that Soviet economic
planners regard the development problems of countries like India as insoluble
except under totalitarian rule and will therefore wish to avoid .taking any
responsibility'for the success or failure of present programs.

B. Propaganda Uses of Economic Relationships

ot Soviet pollcy probably aims less at producing measurable changes
-in the conditions of economic life than at exploiting individual situations
for political credit and propaganda advantage, providing. enough assistance
- 'from time to time to demonstrate their friendly intentions, on the theory
- that windfalls are always more welcome than the harvest which is expected.
In other-words, Soviet economic diplomacy as such is probably, related to
: .influenc1ng a particular situation rather than at brlnclng about long run
“urderlying changes. However, it has often been remarked that the long run
. 1s a series of short runs, and it is not implied here that, if successful,
‘the Soviéts will not -continue to behave ln thls manner for a long perlod
of tlme.'

Judglng by the enthusxatlc response of a number of underdeveloped
countries, particularly in Asia, to the bloc's economic overtures, this
new policy has produced at least some temporary political and propaganda
results. The image of the bloc-as a peaceful trader and benefactor of
development programs has become more credible to many Asians, particularly
to strong nationalists and “others. with traditional antipathies toward the
West. This new image undoubtedly reinforces existing neutralist tendencies
in these countries. The enthusiasm of the underdeveloped countries also
very probably reflects their belief that they novw have greater bargalnlng
pover vis-a-vis the West in seeklng economic ald

: An important element in the favorable response is the sheer novelty
of the Soviet offers. This favorable initial reaction could prove 4if-
ficult to sustain. If the presenp relatively low levels of trade and
assistance merely are maintained, they will rather quickly come to be taken
for granted. Thus, to maintain the gains of the. initial impact may recuire
either progre551ve expansion of *he scope of the program, or the most -
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skillful propaganda treatment, or both. Soviet willingness to expend the
time and ‘energies of their two leading figures, Khrushchev and Bulganin, -
in a month long promotional junket through Sough Asia is an indication that
they regard such propaganda devices as of at least equal importance with
the aid and trade offers themselves.

" Qur own experience with economic aid in
underdeveloped countries would argue for a certain scepticism in judging
the probablg propaganda results of the new Soviet poliecy of economic assist-

ance. In these countries we have not so far succeeded with our economic
aid in ‘eradicating those differences in outlook which separate many of these
countries from the West on a .number of crucial foreign policy issues. Despite
our aid, which was given in much 1arger amounts in many cases than any

Soviet offers so far, a number of these countries remain ''neutralist.”

It should not be hastily assumed, therefore, that the Soviets have laid

hold of new weapons which will be much more effective in their hands than ours.

On the other hand, Sov1et dlplomacy has the advantage that in official
circles and among 1ntellectuals in many underdeveloped countries, especially
in Asia, socialism is regarded as a more desirable institutional framework
for economic development than capitalism. This is not alone because it may
seem a more rapid road to industrialization,.but also because it satisfies
the value preferenceés of these groups better than the economic individualism
cf Western capltallsm. Capitalism has also been ethically discredited among
Asian intellectuals by its association with colonialism. For these reasons,
the psychological and ideological effects of Soviet economic aid programs

of comparable scale may be much more profound than has been the case with
aid programs of Western countries.

C. Eccnomic Pressures and Inducements

. The most direct and most. obvious method of economic diplcmacy is to .
make offers of trade or economic assistance, either in return for some
immediate diplomdtic advantage or in order to make the other country, or
powerful interests in 1t, dependent on the continuation of trade or aid
and thus subject to manipulation.for political ends. Recent Soviet approaches
to Pakistan and Turkey show that the Soviet bloc is not above making such

offers on the bluntest level of bargaining to undermine the alignment of
such countries with the West.

Where Soviet trade patterns are modified or aid is extended for such
purposes, the benefit to the other country may seem much greater to it
than does the expense oFf inconvenience to the Soviet Union. Similarly, in
the absence of collective VWestern countermeasures, the bargaining advantage
is likely to be with the Soviet bloc if it chocses to threaten the other
country with cutting off the relationship. This, as‘-pointed out above,
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is because of the .economic magnitudes involved: the Soviet bloc, economlcally,
is much bigger and stronger than any of the underdeveloped countries, and
its trade is completely controlled by the state machinery.

" Yet it must not be assumed from these considerations thatthis is an
infallible method for influencing the conduct of the other country's
foreign relations. It has its. impact, no doubt, but this impact is so

. modified by other factors, many of them non-economic, that the exact effect
of such manuevers is difficult to determine.  Finland's fopeign policy may
have been influenced by the fact that the Soviet bloc has for some time
accounted for between a quarter and a third of its trade. However, given
its geographic position between the USSR and neutral Sweden, and the history
of Soviet-Finnish relations since 1939, these relations might have been
expected to be substantially what they are even without this. degree of
economic dependence. ’

" Ceylon has in recent years depended very much on rubber-rice exchanges
with Communist China and has been unable wntil recently to qualify (under
the Battle Act). for Americen economic aid, but Ceylon's Prime Minister was.
one of the strongest pro-Western voices at the Bandung conference.

Afghanlstan is freouently regarded as the clearest example. of the
potential effects of Soviet economic and commercial diplomacy, and one must
concede that the Afghan Government has been opened to influence by Soviet
credits and technical assistance, to say nothing of a considerable redirection
of Afghanistan's trade to or through the USSR. ButiAfghanistan'is a -
primitive, tribal, community with only the trappings of a modern state.
Foreign trade is not very important to the welfare .of most Afghans. The
overwhelming presence of the USSR on its northern, ill- -defined frontier
and the prospect of Soviet support in connection with the Pushtunistan issue
are more potent factors influencing Afghanistan's position in the cold
war. On the other hand, the probability of adverse reactions by India,
Pakistan, and other South Asian states limits the extent to which the USSR
could in peacetime exploit this 1nfluence for expans1onary aims.

- Qur own experlence has demonstrated that closer economic relations
with the underdeveloped areas can be a source of friction as well as political
gain, and the Soviet bloc's new trade policy has already encountered problems
of this kind. Indonesis is reported to be annoyed at Soviet resales outside
the bloc of Indonesian copra. Similarly, Egyptian dissatisfaction with bloc
reseals of cotton has been reported. Moreover, many underdeveloped countries
are quite willing to disregard their economic intersts when they feel their
national prestige is threatened. Where the United States has attempted to
use economic aid or the promise of it to obtain cooperation in political
matters, the effect has been in some cases counter-productive., Thus, it is
clear that the connection between economic ties and political influence is
by no means simple and direct.
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In the event of a depression in the United States and Western Europe--
which would have multiplied effects on prices, incomes and level or living
in a number of Asian countries dependent on exports of foodstuffs, and
agricultural and industrial raw matierals -- the uses of economic pressures
and inducements would be much greater and more productive. In such a
situation, these countries might find themselves in the position of Eastern
European food exporting countries in the early and middle thirties. Before
1932, roughly only 15-20 percent of the trade.of the Balkans was with Germany.
By the late 1930's the share had increased to 40-50 percent.

The effect of this trade expansion was to create a sort of "commercial
fifth column” in the Balkans with a major stake in creating and maintaining
a friendly attitude toward Germany. This commercial group strongly supported
Nazi political objectives. TIts political orientation may have been much the
same even apart from its economic self-interest, but there can hardly be
any doubt that it was strengthened by Nazi policies catering to that interest.

The Balkan experience illustrates the peculiar vulnerability of under-
developed countries to economic penetration in periods of depressed primary
product prices. The economic well-being of most Balkah countries was heavily
dependent on exports of two or ‘three primary products. Consequently German
offers to purchase these commodities at slightly above world market prices
were highly attractive.. Moreover, while trade with Germany became a large
proportion of Balkan trade, it represented a much smaller .proportion of
Germany's trade. Thus, the threat of a stoppage of trade constituted much
more of a threat to the Balkans than to Germany. Finally, no single Balkan
political unit was capable of bargaining on an equal political and economic
footing with Germany.’ ’ '

The above conditions alone, however, do not guarantee that economic
dependence will promote political influence and control. Nazi Germany's
efforts to exploit its economic position in Latin America for political
purposes during the same period produced important but limited gains.  In
some parts of Latin America, as in the Balkans, the Cermans, organized in
well-entrenched communities, enjoyed strong positions in commerce,industry
and finance. 1In a period of extensive economic maladjustments Germany,
bursuing much the same tactics as in the Balkans, was able to expand its
trade with Iatin America, largely at the expense of the UK and the US. It
even succeeded in certain countries to create a climate of political
opinion favorable to itself. But its political influence was never
sufficiently strong to transform these countries into its active allies.
Moreover, German efforts to exploit its stronger economic position for
political purposes eventually aroused strong local governmental counter-
measures in a number of countries. - ‘ '
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The difference between the Balkan and Iatin American experiences
illustrates the importance of geography as a factor in economic penetration.
The fact that the Balkans were trapped between Germany and the USSR helps
to explain why German economic diplomacy was so much more successful there.
The effectiveness of economic policies in such instances cannot be separated
from military, geographical, political, and other factors.

D. Disruption and Interference

. In some cases Soviet aid or trade offers may be extended not in the
- hope of influencing the other country to align itself with the bloc or in
order to get it to act in the bloc's interest but merely for the sake of
“having it not act in the interest of the West and thus frustrating -- or at 3
least complicating -- the direction of Western policy. Thus the Soviets
could probably not expect to make the Egyptians accept the leadership of’
the USSR in international affairs but by selling arms to Egypt could upset
the local balance of power in the Middle East and make that country less
responsive to Western efforts to bring about a settlement of the Arab-Israeli
conflict. Essentially similar consideration may account for USSR support of
India and Afghanistan against Pakistan in the Kashmir and Pushtunistan disputes.
Less dramatically, Soviet offers of capital goods to Argentina and Brazil
are probably not aimed at the unlikely goal of making those countries friendly
to the USSR or Communism but rather simply at making them less dependent on,
or responsive to, the United States. ' '

" There is probably a great deal of this kind of motivation in current
Soviet economic diplomacy. The Soviets have learned one of the fundamental
lessons of diplomacy, that of making haste slowly, of being satisfied with
DPiecemeal gains where big results are unattainable. Tt is therefore to be
expected that Soviet economic diplomacy will be active not only where there
are possibilities of obtaining direct concessions, or. immediate political
advantages, or undoubted propaganda victories but, indeed, in any situations
where the plans and programs of the Western powers can be upset, interfered
With,‘or even rendered difficult to manage and uncertain of fulfillment.

E. Economic "Penetration"

There remains the pessibility that Soviet bloc countfies are cultivating
closer economic relations with non-Communist countries in order more effectively
to infiltrate agents for espionage, subversion, blackmail and other. covert
purposes. Undoubtedly, closer economic relations will make it possible for
the Soviet countries to send more citizens abroad and in a.sense every Soviet
citizen abroad must be regarded as a potential spy, if not an agent. Moreover,
whatever its other merits, a technical assistance Pbrogram can be an excellent
medium for influencing government officials and intellectual leaders by direct
personal contacts. However, it is unlikely that the Soviets have in mind
anything more than this kind of ideologicdl penetration; using economic
contacts for covert political work in many countries would be either superfluous
or dangerously counter-productive. '
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Inléome”oaSEé;chere;areAalready“w%Il organized Commihist parties. "
to -do” this" work s~ as ‘in ‘Japan ‘and Indonesia... Iniothers -- such as *;:t*M:?ﬁ'u:
. ‘Afghanistahn .- border ‘controls are .so ‘ineffective that! no. pretenses arer 'c
needed; ‘prominént Kabul meréhants could . justas:well be :in ‘the pay, of the
'Sov1ets without benefit of an ‘aid:pirogram or.Soviet. trade'oonnectlons “In.mf
still other cases where ‘the -internal 'security forces. are already vigorous ;v
“‘and ‘alert ‘to the threat: of Communism ~- as in India -- this might be: courting
an invitation ‘to terminate the program Where these: rlsks are not ‘present;
there is ‘not reason to doubt that -econcnmic contects will be used“for ‘covert .y
purposes, but it does seem very. doubtful either; ‘that- results (of ;thistkind %o
would add significantly to the Soviet bloc's: present capabllltles for; espionage
and sabotage, or that trade, credits, or technical assistance on a large
scale would . be -undertaken for.. thlsspurpose alone et MToma eet e d
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";'.' -“V. ECONOMIC DIPLOMACY AND SOVIET FOREIGN POLICY

...... N RSP A IO
The fore001ng analy51s has shownfflrst that Soviet economlc forergn\z
policy appears to be undergoing. a. trans1tlon from a policy -of: minimizing,- v
external trade toward a more- active and confident involvement with -non=y; -
Communist countries in trade, credits, and perhaps some outright technlcal\n
and development assistance. It was suggested that there might very well
be strong economic-inducements in favor.of such-a.departure arisihg-out of
growth and structural :changes in the Soviet economy -ahd a changed assessnent]
of the economic advantages to the Soviet Union :of. international' trade. <iThe's
political uses of such expanded’ economic -relations were,thehjcohsidered3nandi
it.was concluded that while the Soviet-rulers.prcobably hoped for:scme: ~ . 5 .&L
immedlate propaganda and polltlcal galns for: Commurlsm and some“dlsruptlonun
©to obtaln,,by these Heans . alone, a’ large ‘measure fof- manlpulatlve COHbTOl‘iav
over. the forelgn or- domes+1c pollc1es of the non- Communlst states 1nvolvednJ
R TR P CL RS 15 e R
Slnce 1t is. not at all certaln that ‘the- economlc advantages “of ttheh' 17
new policy are sufficiéntly  compelling to explain ‘it; 'and /Since :thé. use df..:]
econonic relationshipszto‘obtain-politieal»inflﬁence“and‘COntrol,is’notonioﬁsly
risky, it is necessary to look ‘further -to understand how the new: écohomid***“
diplomecy fits into the larger fabric of Soviet: forelgn policy. " *Without-f:
attempting a complete review of Soviet policy, a few observations may cast
some llght ‘on - the purposes and probable duratlon of this klnd of dlpromacy.
cT g PRI & I
First of all it should be noted thatreven before the’death of :Stalinj;
the role . -of v1olence, of "armed: struggle,u in- Communlst strategy in.colconialy
and former colonial areas had generally been subordlnated to non violent -yl
froms of polltlcal actlon. The ‘new regimes in the Philippines, Burma,:. . : 1
Indonésia .and India, when Communlst tactics ran counter- to nationalist: ::7 vy
interests, the new regimes acted forc1bly to repress- local Communlst organl-
zations and the parties- switched to more peaceful programs., In ‘Malaya,-. to aa
be sure, - where colonial rule contlnued, the use of-V1olenceeand guerllla~

tactics persisted but even here the Communlsts have been negotlatlng Wlthwu,
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the authorities for an amnesty and legalized status. In Vietnam the

Communists had succeeded in capturing the leadership of strong nationalist
elements sufficiently to employ armed force effectively to unseat the colonial
pover. But elsewhere the strategy called for Communists to collaborate on a
broad basis with other social groups in "liquidating the remnants of colonialisn
and eliminating other Western influences.’ The purpose of this collaboration ‘
was to identify Commuhists With naticnalist elements rather than with a foreign
power, thus promoting 'neutalism," and to assure these ‘other groups that

while the Commuriists ultimately hoped to establish a "people's democracy,

this could be done without violence to -- or liguidation -of -- any groups

except those representlng COlonlal 1nterests.

As the new line unfolded Communist theoretlcal lluerature and
propaganda alike proclalmed the real independence of some of these new ;
regimes, which until recently had been denounced as puppet: states erected
by their colonial masters. This recognition has undoubtedly been confirmed
by the emergence at the Bandung conference, if not before, of a new grouping
comprising the newly independent states of Asia, regarded as a "third area"

and represented in Communist propaganda as leanlng more to the USSR than to
the. West.

In the wake of these developments, the new Soviet economic forelgn '
policies -appear to be the counterpart on the diplomatic level of the new
strategy for Communist parties. It may be taken for granted that the
increased destructiveness of nuclear weapons has considerably reinforced the
Soviet. desire to avoid a general war with the United States and its allies.
In the Soviet view, even the localized use of military force for conquest
of new territory must involve two increasingly. serious disabilities. One is
the obVvious danger that such wars may not easily be contained; the construction
of defensive military alliances and bases on the perimeter of the Sino-Soviet
bloc plus the indicated intention of the United States to employ atomic
weapons for tactical purposes must have increased the apprehensions of Soviet
policy makers on this score. The other danger is that new aggressions
destroy the picture which Soviet diplomacy has in these last several years
striven to build up, of a peaceful soc1a11st state seeking to.spread 1ts.
1nfluence only by peaceful means.

. The Soviet Union mlght, of course, ‘have built up this image prec1sely
in order to be able to destroy it by some bold new conquest, but this would
presuppose a willingness to disregard the militaery risks as well as the
political ones. There may be situations which in the Soviet viey do not
involve either of these risks, and in which the bloc might well undertake
aggressive action on:a local scale. In general, however, these risks appear
to be involved in most foreseeable 51tuat~ons, and it is probable that for
all practlcal purposes in the present phase of the cold war the USSR has
shelved the ‘use. of military force as an instrument of expansion. It may .
therefore be expected to concentrate its energies on other plenes of
activity: polltlcal, economic and psychologlcal.-
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This course would have pronounced advantages for fSoviet strategy.
It invests the Soviet peace campaign with a semblance of truth, it undermines
arrangements like the Baghdad Pact -- it promotes neutralism in Asia, and
makes more difficult the development.of collective security arrangements in
that area. Finally, it helps to portrkay the USSR as a friendly and peaceful
socialist state that wishes only to bring the blessings of economic progress
to people in underdeveloped areas.

It may legitimately be objected that.such a strategy throws out the
baby with the bath water. In other words, if this analysis is correct, if
Soviet diplomacy is aimed at making Soviet pclicy respectable, how can the
expansionist aims of Soviet Communism be realized? Can Communism conguer
if it becomes respectable? One indication of the answer to this question
may be found in the recent pronouncements at the Twentieth Party Congress
recognizing the disastrous character of atomic and nuclear warfare, asserting
coexistence to be the only alternative, and suggesting that the triumph of
Communism would come about less by military force than by the force of the
ideas of Marx, Engels, and Lenin. These ideas are not without appeal to the
intellectual leadership of many countries in Asia, who already have formulated
the broad. outlines of economic development programs through socialism (or
at least state capitalism) rather than private capitalism. The persuasiveness
of the Soviet economic model would be greatly enhanced in these areas if it
were freed from association with Soviet military aggression. And the .-y zius
opportunities for local Communist parties to promote their new strategy of
collaboration may be in inverse proportion to the extent that the parties
are regarded as agents of a foreign power.l In other words, the aim of
Soviet policy is now to play down those aggressive and subversive aspects
of the Soviet system which made Communism distasteful t. the regimes and
ruling groups of South and Southeast Asia and to emphasize those aspects
which constituted its appeal, i.e. opposition to colonialism and exempli-
fication of techniques for rapid, independent econcmic development.

Thus while the ultimate goal is still world revolution, i.e., the
total extension of Communist power, current policy evidently tends not so
much toward the immediate subversion and conquest as to the neutralization
of the countries at which it is directed and the reduction or elimination
-of Western influence. The proximate aim is to strengthen the impression of
détente which resulted from the Summit Conference and to do so by persuading
the countries of South and Southeast Asia that, far from having to fear the
USSR, they may now begin to enjoy the benefits of expanded trade with the bloc
and even of some economic assistance from it. In due time, Soviet leaders
may very well expect that high rates of population growth and lagging economic
development will combine to aggravate dissatisfaction with the existing social
order and create new opportunities for Communist parties no longer regarded
domestically as spies and saboteurs. Whether this expectation is Justified
is a question that would carry this analysis too far into the realm of prophecy.

1. In India and perhaps elsewhere there is the possibility that suppression
of the revolutionary aspects of Communism may reduce the vitality of the
Communist party and subject it to internal disputes which will reduce its
effectiveness in this situation. In any case the USSR has often shown
its disregard for such consequences.
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